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O R D E R  

On December 6, 1985, Delta f i l e d  a p e t i t i o n  for r e h e a r i n g  

o n  n i n e  issues: r i g h t - o f - w a y  c l e a r i n g  e x p e n s e ,  rate case e x p e n s e ,  

d e p r e c i a t i o n  expense, amortization of a c q u i s i t i o n  costs  of Peoples 

Gas Company, a m o r t i z a t i o n  of o r g a n i z a t i o n  a n d  c o m p e n s a t i o n  s t u d y ,  

n o r m a l i z e d  r e v e n u e s ,  t r a n s p o r t a t i o n  r e v e n u e s ,  i n c o m e  t a x e s  a n d  

excess t a x  de fe r r a l s .  

On December 19, 1985,  the Commiss ion  issued a n  O r d e r  in 

which i t  g r a n t e d  Delta N a t u r a l  Gas Company, I n c . ,  ( " D e l t a " )  

a d d i t i o n a l  a n n u a l  r e v e n u e s  of $77,484 o n  the i s s u e s  of 

amortization of acquisition costs of P e o p l e s  Gas Company, 

a m o r t i z a t i o n  of the costs of a n  o r g a n i z a t i o n  and c o m p e n s a t i o n  

s t u d y ,  a n d  the f e d e r a l  income t a x  s u r t a x  exempt ions .  

T h i s  Order  discusses the C o m m i s s i o n ' s  f i n d i n g  on t h e  issues 

of right-of-way c l e a r i n g  expense,  r a t e  case e x p e n s e ,  d e p r e c i a t i o n  

expense, excess t a x  deferrals, normalized revenue0 and trant3pOrte- 

t f o n  r e v e n u e s .  

Riqht-of-Way C l e a r i n g  E x p e n s e  

In i ts  p e t i t i o n  for rehearing, Delta a r g u e d  that $44 ,000 ,  

or 1/2 of $88,000 e x p e n d e d  i n  a r e c e n t  12-mor.th per iod ,  is a 
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r e a s o n a b l e  amoun t  of r i g h t - o f - w a y  c l e a r i n g  e x p e n s e  a n d  s h o u l d  be 

allowed for r a t e - m a k i n g  p u r p o s e s  i n  t h i s  case. Del ta  s t a t e d  

f u r t h e r  t h a t  f r o m  J u n e  t h r o u g h  November 1 9 8 4  $63,000 w a s  s p e n t  o n  

r i g h t - o f - w a y  c l e a r i n g  a n d  $37 ,000  w a s  s p e n t  frm July t h r o u g h  

October 1985. Delta a l so  c o n t e n d s  t h a t  i ts b u d g e t  c a l l s  for  

r igh t -of -way c l e a r i n g  e x p e n s e s  for t h e  summer a n d  f a l l  of each 

y e a r  of $50 ,000  a n n u a l l y .  

D u r i n g  t h e  o r i g i n a l  p r o c e e d i n g s  i n  t h i s  case,  Delta h a d  

several o p p o r t u n i t i e s  t o  express its v i e w p o i n t  o n  t h i s  i s s u e  

t h r o u g h  t w o  i n t e r r o g a t o r i e s ,  cross e x a m i n a t i o n ,  and t h r o u g h  i t s  

r e s p o n s e  to  d a t a  r e q u e s t e d  a t  t h e  h e a r i n g .  However ,  n o w h e r e  i n  

t h e  e v i d e n c e  of record does D e l t a  e x p l a i n  why 1/2 of t h e  $ 8 8 , 0 0 0  

e x p e n s e d  over a r e c e n t  12-month per iod  is an expected o n - g o i n g  

c o s t  o f  service.  Nowhere i n  t h e  case record, as s u b m i t t e d  o n  

November 15,  1985, does Delta d i s c u s s  a r i g h t - o f - w a y  b u d g e t .  

F u r t h e r m o r e ,  it is a p p a r e n t ,  from t h e  p a s t  y e a r s '  a n n u a l  e x p e n d i -  

t u r e s  f o r  r i g h t - o f - w a y  c l e a r i n g  a n d  t h e  m o n t h l y  e x p e n s e  summaries 

o n  f i l e ,  t h a t  b o t h  t h e  a n n u a l  amoun t  a n d  t h e  t i m i n g  of r igh t -o f -  

way c l e a r i n g  is h i g h l y  v a r i a b l e .  T h e r e f o r e ,  t h e  Commiss ion  

a f f i r m s  i t s  pr ior  d e c i s i o n  and  d e n i e s  r e h e a r i n g  o n  t h i s  i s s u e .  

Rate Case E x p e n s e  

Delta s t a t e s  t h a t  there  a re  two problems with t h e  

C o m m i s s i o n ' s  a l l o w a n c e  of $30,883 i n  r a t e  case e x p e n s e  for  

r a t e - m a k i n g  p u r p o s e s .  

F i r s t ,  Delta q u e s t i o n e d  t h e  amount of p r e v i o u s l y  r e c o v e r e d  

rate case e x p e n s e  u s e d  i n  t h e  d e t e r m i n a t i o n  of the a l lowab le  r a t e  

case e x p e n s e .  The Commiss ion  based the amoun t  recovered o n  a 
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m o n t h l y  r e c o v e r y  of $ 2 , 4 5 3  for 1 4  m o n t h s ,  w h e r e a s  o n l y  

a p p r o x i m a t e l y  11 m o n t h s  had lapsed since D e l t a ' s  l a s t  ra te  case, 

r e s u l t i n g  i n  a n  a p p r o x i m a t e  $ 7 , 3 5 9  u n d e r - r e c o v e r y .  T h e  Commiss ion  

does n o t  d i s a g r e e  w i t h  Del ta ' s  assessment of t h e  c a l c u l a t i o n  of 

t h e  d i f f e r e n c e  i n  t h e  amoun t  o f  p r e v i o u s  r e c o v e r y .  However ,  t h e  

Commiss ion  does n o t  a g r e e  t h a t  a c h a n g e  i n  t h e  c a l c u l a t i o n  is 

appropriate  s i n c e  t h e  d i f f e r e n c e  i n  c a l c u l a t i o n  is a p p r o x i m a t e l y  

t w o - h u n d r e d t h s  of a p e r c e n t  of the revenues f o u n d  reasonable i n  

t h i s  case a n d  is a p p r o x i m a t e l y  o n e - t e n t h  of a percent of t h e  net 

o p e r a t i n g  income  f o u n d  r e a s o n a b l e :  a n d ,  more i m p o r t a n t l y ,  d u e  t o  

t h e  n o n - r e c u r r  i n g  n a t u r e  o f  r a t e  case e x p e n s e s ,  r e c o v e r y  a n d  

u n d e r - r e c o v e r y  of r a t e  case e x p e n s e  f l u c t u a t e s  s i g n i f i c a n t l y  o v e r  

t i m e .  

I n  i t s  a l l o w a n c e  of $30,883 i n  rate case e x p e n s e ,  t h e  

Commission used a 12-month a m o r t i z a t i o n  p e r i o d .  The amor t i za t ion  

w a s  a c o n s e r v a t i v e  e s t i m a t e  of t i m e  i n t e r v a l  b e t w e e n  D e l t a ' s  ra te  

case a p p l i c a t i o n s .  However,  t h e  time i n t e r v a l  between Delta '  6 

r a t e  cases f l u c t u a t e s  g r e a t l y .  The  f l u c t u a t i o n  c a n  be noted from 

t h e  d a t e s  when f i n a l  ra te  Orders  were i s s u e d :  i n  t h i s  case,  

November 1985: i n  Case No. 9 0 5 9 ,  An A d j u s t m e n t  o f  R a t e s  of Delta 

N a t u r a l  Gas Company, I n c . ,  December 1985; i n  C a s e  N o .  8 5 2 8 ,  An 

A d j u s t m e n t  o f  Rates of Delta N a t u r a l  G a s  Company, I n c . ,  December 

1982; and I n  Case No. 8 2 5 6 ,  An A d j u s t m e n t  of Rates of Del ta  

Natural G a s  Company, I n c . ,  December 1981.  The t i m e  i n t e r v a l  

b e t w e e n  r a t e  cases  v a r i e s  b e t w e e n  1 a n d  3 y e a r s ,  t h u s  making e x a c t  

p r e d i c t i o n s  of a n  amortization period for rate case e x p e n s e s  

i m p o s s i b l e .  I t  is t h e  C o m m i s s i o n ' s  o p i n i o n  t h a t  t h e  amount  of 
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r e c o v e r y  i n h e r e n t  i n  t h e  a s s u m p t i o n  of a n  a m o r t i z a t i o n  period f a r  

o u t w e i g h s  t h e  u n d e r - r e c o v e r y  d i s c o v e r e d  a b o v e .  I n  regard t o  t h e  

cost  r e c o v e r y  of ra te  case e x p e n s e ,  i t  is ,  as a p r a c t i c a l  m a t t e r ,  

u n l i k e l y  t h a t  t h e  a m o r t i z a t i o n  o f  r a t e  case e x p e n s e  a l l o w e d  for 

r a t e - m a k i n g  p u r p o s e s  w i l l  p r o v i d e  f o r  exac t  cost r e c o v e r y .  Del ta  

c o u l d  r e c o v e r  m o r e  or  less t h a n  i ts a c t u a l  cos t ,  d e p e n d i n g  o n  t h e  

in terva l  between rate c a s e s .  Therefore, t h e  Commission d e n i e s  

r e h e a r i n g  o n  t h i s  i s s u e ,  based o n  i ts  u s e  of t h e  c o n s e r v a t i v e  

a m o r t i z a t i o n  p e r i o d  a n d  t h e  i n h e r e n t  f l u c t u a t i o n s  i n  ra te  case 

e x p e n s e  r e c o v e r y .  

S e c o n d ,  Del ta  s t a t e d  t h a t  the t e s t - p e r i o d  r e p o r t e d  ra te  

case e x p e n s e  of $65,223 r e a s o n a b l y  r e f l e c t s  t h e  cost  of t h i s  case 

p l u s  t h e  p r e v i o u s l y  a l l o w e d  s e c o n d - y e a r  a m o r t i z a t i o n  of t h e  p r io r  

r a t e  case e x p e n s e .  Nowhere i n  t h e  e v i d e n c e  of record, as sub-  

m i t t e d  o n  November 15, 1 9 8 5 ,  is t h e r e  a n y  d o c u m e n t a t i o n  of t h e  

a c t u a l  r a te  case e x p e n s e s  for t h i s  case. KRS 2 7 8 . 4 0 0  s t a t e s  t h a t  

upon  r e h e a r i n g  a n y  p a r t y  may o f f e r  a d d i t i o n a l  e v i d e n c e  t h a t  could 

n o t ,  w i t h  r e a s o n a b l e  d i l i g e n c e ,  h a v e  b e e n  o f f e r e d  a t  t h e  f o r m a l  

h e a r i n g .  The  Commiss ion  does n o t  b e l i e v e  t h i s  t o  be t h e  case o n  

t h i s  i s s u e .  T h e r e f o r e ,  r e h e a r i n g  o n  t h i s  i s s u e  s h o u l d  be d e n i e d .  

Dopreclatlon E x p e n a e  

Delta r e q u e s t e d  r e h e a r i n g  o n  t h e  i s s u e  of d e p r e c i a t l o n  

e x p e n s e  o n  t h e  g r o u n d s  t h a t  t h e  C o m m i s s i o n ' s  d i s a l l o w a n c e  of 

$ 8 4 , 0 1 7  I n  d e p r e c i a t i o n  e x p e n s e  w a s  n o t  b a s e d  o n  t h e  e v f d e n c e  of 

record. A l t h o u g h  D e l t a  d i d  n o t  s p e c i f i c a l l y  s t a t e  i n  w h a t  m a n n e r  

t h e  d e c i s i o n  w a s  n o t  based o n  t h e  e v i d e n c e  of record, Delta s t a t e d  

i n  a f o l l o w i n g  p a r a g r a p h  t h a t  a d e p r e c i a t i o n  s t u d y  w a s  n o t  u s e d  as 
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t h e  b a s i s  f o r  t h e  Commiss ion  d e c i s i o n  o n  d e p r e c i a t i o n  e x p e n s e ,  

t h u s  i m p l y i n g  a l a c k  of e v i d e n c e .  

The choice of a 40-year useful life for coated s t ee l  a n d  

p l a s t i c  p ipe  was n o t  capricious.  The  Commission is of t h e  opinion 

t h a t  a 40-year u s e f u l  l i f e  for t h e s e  i t e m s  is a c o n s e r v a t i v e  

e s t i m a t e  of t h e  d e p r e c i a b l e  l i f e  of c o a t e d  steel  a n d  p l a s t i c  p i p e .  

As a n  a l t e r n a t i v e  t o  t h e  C o m m i s s i o n ' s  r e c o n s i d e r a t i o n  of 

d e p r e c i a t i o n  e x p e n s e ,  De l t a  s t a t e s  t h a t  t h e  Commiss ion  s h o u l d  

i n c r e a s e  n e t  i n v e s t m e n t  r a t e  base for t h e  amoun t  of d e p r e c i a t i o n  

expense d i s a l l o w e d  for r a t e - m a k i n g  purposes. The Commission's 

t r e a t m e n t  of d e p r e c i a t i o n  e x p e n s e  i n  t h i s  case was n o t  o n  a pro- 

s p e c t i v e  b a s i s  i n  r e g a r d  t o  D e l t a ' s  cost  of s e r v i c e ,  but on a 

c o n s t a n t  basis i n  regard to  t h e  m a t c h i n g  of n e t  i n v e s t m e n t  rate 

base and  c a p i t a l  s t r u c t u r e .  I f  t h e  Commiss ion  w e r e  t o  t r e a t  cost  

of s e r v i c e ,  r a te  base a n d  c a p i t a l  s t r u c t u r e  a l l  o n  a p r o s p e c t i v e  

b a s i s ,  t h e  Commiss ion  c o u l d  r e d u c e  n e t  i n v e s t m e n t  r a t e  base by a n  

a d d i t i o n a l  $ 1 , 0 4 7 , 2 8 2  a n d  project  c a p i t a l  s t r u c t u r e  t o  t h e  e n d  of 

t h a t  p r o s p e c t i v e  period . O b v i o u s l y ,  t h i s  wou ld  be a h i g h l y  

c o m p l i c a t e d  a n d  h i g h l y  s p e c u l a t i v e  p r o c e s s  a n d  would  r e s u l t  i n  

v i r t u a l l y  endless  ra te  p r o c e e d i n g s .  I n s t e a d ,  t h e  Commiss ion  

relies on a h i s t o r i c a l  t e s t  p e r i o d  a d j u s t e d  f o r  known a n d  

measurable  c h a n g e s  f o u n d  reasonable ,  and n e t  i n v e s t m e n t  a n d  

c a p i t a l i z a t i o n  a t  a d e s i g n a t e d  d a t e .  T h e  tes t  p e r i o d  i n  this case 

was t h e  12-month p e r i o d  e n d e d  March 31, 1 9 8 5 ,  w h i c h  w a s  t h e  d a t e  

u s e d  to  e s t a b l i s h  t h e  n e t  i n v e s t m e n t  r a t e  base and c a p i t a l  
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s t r u c t u r e .  T h e r e f o r e ,  r e h e a r i n g  o n  t h e  amoun t  o f  d e p r e c i a t i o n  

e x p e n s e  a n d  i ts  a f f e c t  o n  n e t  i n v e s t m e n t  r a t e  base s h o u l d  be 

d e n i e d .  

Excess T a x  Deferrals 

The  i s s u e  of e x c e s s  t a x  d e f e r r a l s  is c u r r e n t l y  b e i n g  

a p p e a l e d  by Delta i n  t h e  F r a n k l i n  C i r c u i t  C o u r t .  Del ta ,  h o w e v e r ,  

r e q u e s t e d  r e c o n s i d e r a t i o n  of t h i s  i s s u e  i n  i ts  p e t i t i o n  for 

r e h e a r i n g .  The  Commiss ion  r e a f f i r m s  its d e c i s i o n  o n  t h e  ra to-  

m a k i n g  t r e a t m e n t  g i v e n  e x c e s s  t a x  d e f e r r a l s  i n  C a s e  Nos. 8 5 2 8 ,  

9059 a n d  9 3 3 1 .  The  Commiss ion  a l so  r e m i n d s  D e l t a  t h a t  t h e  

Commiss ion  w i l l  a b i d e  by t h e  d e c i s i o n  o f  t h e  F r a n k l i n  C i r c u i t  

C o u r t .  As t h e  i s s u e  o f  e x c e s s  t a x  d e f e r r a l s  is c u r r e n t l y  b e f o r e  

t h e  C i r c u i t  C o u r t ,  t h e  Commiss ion  d e n i e s  r e h e a r i n g  o n  t h i s  i s s u e .  

N o r m a l i z a t i o n  a n d  T r a n s p o r t a t i o n  R e v e n u e s  

On December 6 ,  1 9 8 5 ,  Delta a p p l i e d  for  r e h e a r i n g  o f  

n o r m a l i z e d  r e v e n u e s  a n d  t r a n s p o r t a t i o n  r e v e n u e s .  D e l t a  s t a t e d  

t h a t  i t  had los t  t w o  c u s t o m e r s  t h a t  a c c o u n t e d  for 1 6 , 1 0 0  Mcf o f  

its g e n e r a l  s e r v i c e  v o l u m e s ,  a n d  t h a t  i t  h a d  l o s t  t h r e e  

t r a n s p o r t a t i o n  c u s t o m e r s .  I n  i ts s u p p o r t i n g  m e m o ,  Del ta  r e q u e s t e d  

t h a t  t h e  Commission e x c l u d e  t h e  r e v e n u e s  of these c u s t o m e r s  f r o m  

t h e i r  r e s p e c t i v e  c a t e g o r i e s .  

Delta had i n i t i a l l y  p r o p o s e d  t h e  use of  a c t u a l  t e s t - y e a r  

s a l e e  and  is o n l y  now p r o p o s i n g  a n  a d j u s t m e n t  for loss i n  general  

s e r v i c e  s a l e s .  I t  has p r o p o s e d  no a d j u s t m e n t  for t h e  g r o w t h  i t  

h a s  e x p e r i e n c e d  i n  r e s i d e n t i a l  a n d  commercial sales.  I t  is n o t  

t h e  C o m m i s s i o n ' s  p r a c t i c e  t o  a d j u s t  for los t  sales  e x c e p t  i n  

e x t r a o r d i n a r y  cases. The  1 6 , 1 0 0  Mcf loss  is n o t  l i k e l y  to  r e s u l t  
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i n  f u t u r e  sales l o w e r  t h a n  t e s t - y e a r  sa les  for a g r o w i n g  company 

s u c h  as  Delta. T h e r e f o r e ,  r e h e a r i n g  s h o u l d  n o t  be g r a n t e d  on t h i s  

issue . 
Delta  s h o u l d  be g r a n t e d  r e h e a r i n g  o n  t h e i r  r e q u e s t  t o  

exclude off-system t r a n s p o r t a t i o n  r e v e n u e s  f r o m  t w o  c u s t o m e r s ,  

J o h n s o n  C o u n t y  Gas Company a n d  S ipple  B r i c k  Company. Del ta  s h o u l d  

be prepared t o  show how s u c h  an a d j u s t m e n t  to t o t a l  r e v e n u e s  is 

a p p r o p r i a t e ,  g i v e n  i ts s u s t a i n e d  g r o w t h  i n  r e c e n t  years, i n c l u d i n g  

t h e  test  year. 

R e h e a r i n g  s h o u l d  be d e n i e d  o n  t h e  loss of o n - s y s t e m  v o l u m e s  

f r o m  C o r b i n  Brick. The  loss of t h i s  c u s t o m e r  o c c u r r e d  a f t e r  the 

h e a r i n g  and  a f t e r  t h e  issuance of t h e  Order i n  t h i s  case: it is a 

new p r o p o s e d  a d j u s t m e n t  . 
FINDINGS AND ORDERS 

The  C o m m i s s i o n ,  a f t e r  e x a m i n i n g  the e v i d e n c e  of record and 

b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  and  f i n d s  t h a t :  

1. A r e h e a r i n g  should not be granted o n  t h e  i s s u e  of 

r i g h t - o f - w a y  c l e a r i n g  e x p e n s e .  

2. A r e h e a r i n g  s h o u l d  n o t  be g r a n t e d  o n  t h e  issue of r a t e  

case e x p e n s e .  

3 .  A r e h e a r i n g  should not be g r a n t e d  o n  the Issue of 

depreciation expense. 

4. A r e h e a r i n g  s h o u l d  n o t  be g r a n t e d  on the i s s u e  of 

excess t a x  d e f e r r a l s .  

5 .  A r e h e a r i n g  o n  the i e a u e  o f  e x c l u d i n g  lost general  

eerv ice  volumes s h o u l d  be d e n i e d .  
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6 .  A r e h e a r i n g  o n  t h e  i s s u e  of e x c l u d i n g  lost off-system 

t r anspor t a t ion  r e v e n u e s  should be granted. 

7 .  A r e h e a r i n g  o n  the i s s u e  of e x c l u d i n g  lost o n - s y s t e m  

t r a n s p o r t a t  i o n  r e v e n u e s  s h o u l d  be d e n i e d .  

IT IS THEREFORE ORDERED t h a t :  

1. R e h e a r i n g  o n  t h e  issue of r i g h t - o f - w a y  c l e a r i n g  

expense be a n d  is hereby d e n i e d .  

2. R e h e a r i n g  o n  t h e  issue of r a t e  case e x p e n s e  be a n d  

is h e r e b y  d e n i e d .  

3. R e h e a r i n g  on t h e  i s s u e  of d e p r e c i a t i o n  e x p e n s e  be 

a n d  is h e r e b y  d e n i e d .  

4.  R e h e a r i n g  o n  the issue of e x c e s s  t a x  d e f e r r a l s  be 

and  is h e r e b y  d e n i e d .  

5 .  R e h e a r i n g  on t h e  i s s u e  of e x c l u d i n g  lost g e n e r a l  

s e r v i c e  volumes be a n d  is h e r e b y  d e n i e d .  

6 .  R e h e a r i n g  o n  t h e  i s s u e  of excluding lost off-system 

t r a n s p o r t a t i o n  r e v e n u e s  be and  is h e r e b y  g r a n t e d .  

7 .  Rehearing o n  the issue of e x c l u d i n g  lost on-system 

t r a n s p o r t a t i o n  r e v e n u e s  be a n d  is h e r e b y  d e n i e d .  
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Done at Frankfort, K e n t u c k y ,  t h i s  30th day of December, 1985. 

PUBLIC S E R V I C E  COMMISSION 

V i c e  Chairman 

Williams did not 
in this case. 

Commifsioner 
/ 

/ 

ATTEST t 

Secretary 


